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President Vicente Fox Quesada's austere budget proposal for 2001 has come under strong criticism
from the opposition Partido de la Revolucion Democratica (PRD) and Partido Revolucionario
Institucional (PRI) for failing to adequately address the needs of the poorest segments of society.
Fox's proposed budget of 1.34 trillion pesos (US$142 billion), when adjusted for inflation, is almost
identical to the budget proposal presented by former President Ernesto Zedillo for expenditures in
2000.
The 2001 budget does call for slightly higher spending on social programs than in recent years, but
opposition legislators say the increase is not sufficient to eradicate much of the poverty affecting
Mexico. In particular, the opposition took issue with the administration's decision to maintain a
budget deficit of 0.5% of GDP, which is half the 1% targeted by the Zedillo government for 2000.

Opposition criticizes tight budget deficit
Deputy Oscar Levin, speaking on behalf of the PRI delegation in the Chamber of Deputies, said the
strict budget deficit would keep the government from increasing expenditures on social programs,
which Fox promised during the presidential campaign. "The government complains about a tight
margin to maneuver," said Levin. "But the administration is tying its own hands by defending the
same policies it had criticized."
The Fox administration says the tight budget deficit is needed to promote confidence in the
economy. "When the government spends more than its resources permit, it increases public debt,"
Finance Secretary Francisco Gil Diaz said during presentation of the budget to the Chamber of
Deputies. "That reduces the sources of credit available to finance private investment. In turn, this
has a negative impact on creating new employment, on increasing productivity, and on real wages."
In the budget presented to Congress, the Fox administration said revenues are expected to reach
only 15.32% of GDP in 2001, a decline of 0.46% relative to 2000. Fox has proposed a 4.7% increase in
expenditures devoted to social programs.
Private economists agree that the administration will not be able to increase this level of spending
without comprehensive tax reform to provide the government with additional income levels. "No
budget will be sufficient to eliminate current poverty rates without a major fiscal reform," said
Jonathan Heath, chief economist at Latin Source.
Fox is expected to present a tax-reform package to Congress sometime in April, with the aim of
increasing tax revenues by 6.6%. The president has proposed imposing a value-added tax (impuesto
al valor agregado, IVA) on food and medicines, currently exempt from taxes. But this plan could
face difficulties in Congress because of strong opposition from the PRD, PRI, and labor unions (see
SourceMex, 2000-10-11). As an alternative, opposition parties have urged Fox to increase taxes on
corporations and implement a stricter tax-collection system to reduce tax evasion.
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Many opposition legislators also criticized the Fox administration for repeating the mistakes of the
past three PRI administrations, which placed too much emphasis on oil- export revenues, close
reliance on the US economy, and strict macroeconomic targets. PRD Deputy Silvano Aureoles
Conejo reminded Fox that Mexicans not only voted to change the political party in charge of
government during the 2000 presidential election, but they also wanted a different direction in
economic policy. "This government is only looking to provide charity to the poor instead of seeking
structural reforms that will end poverty," said Aureoles Conejo.
As expected, members of Fox's center-right Partido Accion Nacional (PAN) endorsed the budget
as "realistic," but they also urged the president not to delay implementation of a comprehensive
tax reform. PAN Deputy Emilio Goicochea Luna said changes in the tax code are needed to give
the government additional funds to promote "a more balanced and just development" among the
various regions in Mexico.

Budget takes into account stagnant GDP growth in 2001
Fox's budget, which takes into account a projected leveling of growth of the Mexican economy,
is based on a forecast of 4.5% GDP growth in 2001. This is the same figure used by Zedillo to put
together the 2000 budget (see SourceMex, 1999-11-17).
The Zedillo administration later revised its budget to reflect improved projections for the Mexican
economy and an increase in government revenues from greater-than-anticipated income from
exports of crude oil (see SourceMex, 2000-03-08, 2000-03-22, 2000-09-27). Zedillo's initial projections
of 4.5% GDP growth in 2000 have been revised to reflect a growth rate of close to 7%. The Secretaria
de Hacienda y Credito Publico (SHCP) reported GDP growth at 7.5% during January-September.
But the Fox economic team is projecting a GDP growth rate of only 4.5% in 2001, primarily because
of an expected slowdown in the US economy next year.
Additionally, Fox's budget anticipates an average oil- export price of US$18 per barrel in 2001, a
sharp decline from the average of US$25.80 this year. Fox has pledged to gradually reduce reliance
on oil-export revenues, but this will not happen in 2001. The government still expects to obtain
roughly one-third of its income next year from sales of crude oil to overseas customers, primarily the
US.
The Fox administration has also projected annual inflation in 2001 at 6.5%, a decline from the 10%
targeted for 2000. That target is almost certain to be met, with the Banco de Mexico (central bank)
reporting accumulated inflation for January-November at 8.87%.

Other priorities questioned
Opposition legislators have also questioned the manner in which funds are distributed in the
Fox budget. For example, many criticized the relatively large budgets for the new Secretaria de
Seguridad Publica (SSP) and the Secretaria de Turismo (SECTUR), compared with reductions in
funding for ministries that provide direct assistance to the poor. These include the Secretaria de
Reforma Agraria (SRA), the Secretaria del Trabajo y Prevision Social (STPS), and the Secretaria de
Agricultura, Ganaderia, Desarrollo Rural, Pesca y Alimentacion (SAGARPA).
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Some analysts also noted the newly created SSP will receive 6.35 billion pesos (US$671 million), a
much larger allocation than the US$5.67 billion pesos (US$600 million) destined for the Procuraduria
General de la Republica (PGR).
In addition, the PRD delegation questioned the Fox administration's decision to continue to omit
Mexico City from the Ramo 33, a special anti-poverty fund for municipalities and states. "[The
administration] could have offered a goodwill gesture to the citizens of Mexico City with this
allocation, but this did not happen," said PRD Mayor Andres Manuel Lopez Obrador.
The PRI, which originally supported eliminating Mexico City from the Ramo 33 program, has now
joined the PRD in calling for the capital to be reincorporated. "The funds supporting the social
programs of the Federal District and its precincts, as a necessary act of distributive equity, must be
restored," said PRI Deputy Levin.
Because of the wide differences with the administration regarding the budget, it is unlikely to be
approved by the Dec. 15 deadline mandated by the Mexican Constitution. As was the case in recent
years, legislators can extend negotiations with the administration through the last two weeks of
December.
Legislators from the PRD, PRI, and Partido del Trabajo (PT) expressed optimism that a budget
agreement would be reached with the administration before the end of the year if Finance Secretary
Gil Diaz comes to negotiations "with an open mind" and with "reasonable" proposals.
A tentative target date for final passage has been set for Dec. 28 or Dec. 29. Interior Secretary
Santiago Creel Miranda said the administration remains open to modifications. "We presented a
proposal, a starting point for discussions," said Creel. "But we are very open to discuss the plan and
expand or reduce expenditures in some areas."
Among the modifications sought by opposition legislators are inclusion of Mexico City in the Ramo
33 program, increased funding for states and municipalities, and larger allocations for agricultural
development and assistance programs. "Certainly, the next few days will involve debate and
discussion," said Deputy Marti Bartres, leader of the PRD delegation in the Chamber of Deputies.
"But I am confident that we all want what is best for Mexico, and therefore we must come to an
agreement." [Note: Peso-dollar conversions in this article are based on the Interbank rate in effect
on Dec. 13, reported at 9.45 pesos per US$1.00] (Sources: Notimex, 12/04/00, 12/06/00; The Dallas
Morning News, Associated Press, 12/06/00; Reuters, 12/04-07/00; Milenio, 12/11/00; CNI en Linea,
12/05/00, 12/06/00, 12/11/00, 12/12/00; El Universal, 12/01/00, 12/05-08/00; 12/11-13/00; Novedades,
12/01/00, 12/06-08/00; 12/11-13/00; La Jornada, El Financiero, El Economista, 12/04-08/00, 12/11-13/00;
Excelsior, 12/05-08/00, 12/11-13/00; Reforma, 12/06-08/00, 12/11-13/00; The News, 12/07/00, 12/08/00,
12/12/00, 12/13/00)
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